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BOOK REVIEWS
Petroleum: Canadian Markets and United States
Foreign Trade Policy
By
ALLEN R. PLOTNICK

Seattle: The University of Washington Press. 1964,
Pp. 172, $6.00

In his preface, Alan R. Plotnick candidly states that this book "is
largely descriptive and policy oriented," and he adds that "there is
no attempt made to carry out a full-scale analysis of the underlying
economics of the petroleum industry either in Canada or the United
States." An understanding of Canada's place in the often bewildering international petroleum industry can begin by setting in order
such facts as we have regarding Canadian production, market demand, and foreign trade in petroleum and petroleum products. Dr.
Plotnick undertakes this with useful results. He goes on to describe
various Government policies, at the national level, which have been
set out during the development of the Canadian petroleum industry.
Here his reluctance to deal with underlying economic factors begins
to pinch, since the reader is offered little basis for judging the significance of government policy. This same neglect leads to even more
serious difficulty when the author forecasts the extent of future markets for Canadian petroleum.
Dr. Plotnick's opinion that by 1975 Canada will be a major exporter of petroleum to Europe, "comparable to the Middle Eastern
nations of today,"' is certainly the most startling upshot of this
examination of the Canadian industry, although it should be noted
that comparatively few pages are devoted to this point. His judgment stems from an extremely optimistic view of the economic potential of the Athabasca tar sands. This assessment rests on several
premises, beginning with a projected 1975 delivered cost in London,
England, of tar sands crude of 2.50 dollars per barrel. The competition to be faced by this Canadian crude is Middle Eastern crude at
2.65 dollars per barrel, and, to the further good fortune of Canadian exporters, Dr. Plotnick urges that "Canada's market advantage
relative to the Middle East would grow with each passing year because of the constant pressure of Middle Eastern governments to
'2
inflate costs by demanding greater oil revenues.
1. P. 89.
2. Ibid.
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Unfortunately, neither in this volume nor in a cited journal article,
does any substantiation appear for the projected cost of tar sands
crude, other than an appeal to advancing technology and economies
of scale. The cost figure for Middle Eastern crude is based on an
estimated wellhead price of 2.15 dollars per barrel, with a fifty-cent
transportation cost. This reviewer's work indicates that crude production and development costs in the Middle East have ranged
around fifteen to twenty-five cents per barrel over the last decade,
and that present known reserves are of sufficient quality to meet
Western European needs through 1975 and beyond at this same
level of costs. Such low figures are not news to the industry either;
The Wall Street Journalmentions the cost (not precisely defined)
of producing oil in Saudi Arabia as being "considerably less than
20 cents a barrel."' To be sure, wellhead prices will exceed these
production costs, since producing companies will seek extra profits
and host countries will seek the highest royalties they can obtain.
But Dr. Plotnick errs in imagining that Middle Eastern sources
would price themselves out of the European market by charging
wellhead prices of 2.50 dollars or more. The mistake is a common
one-failure to distinguish between costs and royalties, the latter
really representing economic rents. The producing countries may
have some success in establishing pricing agreements, but there is
little likelihood of their collectively surrendering the European
market. Incidentally, the author's "rationality premise"-that alternative energy sources in 1975 in Europe will be selected on a
strictly economic basis, notwithstanding the political interests of
groups such as the mining industry-surely is not meant to be taken
seriously, as his more sober description of United States crude import policies subsequently indicates.
As suggested earlier, Dr. Plotnick's factual description of Canadian national petroleum policies and of United States petroleum
import policies is of interest. One might wish, however, that after
recognizing the problems created for the United States industry by
prorationing, the author had examined more closely the effects on the
cost of conventional crude production in Canada of the regulatory
policies of the Alberta Oil and Gas Conservation Board.
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